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Part |. FINANCI AL | NFORVATI ON
Item 1. Financial Statenments
Aut omatic Data Processing, Inc. and Subsidiaries
Consol i dated Statenents of Earnings
(I'n thousands, except per share anmounts)
(Unaudi t ed)
Three Mnt hs Ended
Sept enmber 30,

REVENUES: 2003 2002
Revenues other than interest on funds

held for clients and PEO revenues $1, 532, 389 $1, 476, 424
Interest on funds held for clients 82,934 89, 865
PEO revenues (A) 104, 954 80, 396
TOTAL REVENUES 1, 720, 277 1, 646, 685
EXPENSES:
Oper ati ng expenses 794, 241 708, 468
Selling, general and adm nistrative

expenses 426, 878 447, 953
Systens devel opnent and programm ng costs 131, 754 119, 898
Depreci ation and anorti zation 74,726 67,684
G her income, net (18, 592) (37,718)
TOTAL EXPENSES 1,409, 007 1, 306, 285
EARNI NGS BEFORE | NCOVE TAXES 311, 270 340, 400
Provi sion for incone taxes 116, 420 130, 000
NET EARNI NGS $ 194,850 $ 210,400
BASI C EARNI NGS PER SHARE $ 0. 33 $ 0. 35
DI LUTED EARNI NGS PER SHARE $ 0.32 $ 0.34
Basi ¢ average shares outstandi ng 594, 843 606, 814
D | uted average shares outstandi ng 600, 849 612, 517
Di vi dends per common share $ . 1200 $ . 1150

(A) Net of pass-through costs of $911,569 and $763, 379,

See notes to the consolidated financi al

statenents.

respectively.



Automatic Data Processing, Inc.

and Subsi di ari es

Consol i dat ed Bal ance Sheets
(I'n thousands, except per share anounts)

Asset s
Current Assets:
Cash and cash equi val ents
Short-term mar ket abl e securities
Accounts receivabl e, net
O her current assets
Total current assets

Long-term mar ket abl e securities
Long-termrecei vabl es
Property, plant and equi pnment, net
Q her assets
Goodwi | |
| nt angi bl e assets, net
Total assets before funds held for clients
Funds held for clients
Total assets

Liabilities and Sharehol ders' Equity
Current liabilities:
Account s payabl e
Accrued expenses and other liabilities
| ncone taxes payabl e
Total current liabilities

Long-term debt
OGher liabilities
Def erred i ncone taxes
Def erred revenues
Total liabilities before client funds
obl i gati ons
Client funds obligations
Total liabilities

Shar ehol ders' equity:
Common stock, $0.10 par val ue:

aut hori zed 1, 000, 000 shares; issued 638, 702

shares, respectively

Capital in excess of par val ue

Ret ai ned ear ni ngs

Treasury stock at cost: 44,264 and 43, 863,
respectively

Accumul at ed ot her conprehensive i ncone
Total sharehol ders' equity

Total liabilities and sharehol ders' equity

See notes to the consolidated financi al

(Unaudi t ed)

Form 10Q

Sept enber 30, June 30,
2003 2003

$ 1,351,711 $ 1,410,218
507, 716 595, 166
931, 793 1, 005, 833
534, 647 664, 284

3, 325, 867 3,675,501
457, 743 338, 959
173, 190 180, 354
604, 504 614, 701
676, 528 565, 385
1,942, 493 1,981, 131
648, 454 669, 891
7,828,779 8, 025, 922
10, 885, 607 11, 807, 749
$18, 714, 386 $19, 833,671
$ 149, 354 $ 173,988
1, 319, 077 1, 609, 665
239, 103 215, 130
1,707,534 1,998, 783
84,713 84,674

291, 960 270, 267
285, 775 320, 796
401, 702 338, 763
2,771, 684 3,013, 283
10, 593, 069 11, 448, 915
13, 364, 753 14, 462, 198
63, 870 63, 870

180, 838 211, 339

6, 834, 299 6, 710, 863
(1,777, 493) (1,773, 418)
48, 119 158, 819

5, 349, 633 5,371,473
$18, 714, 386 $19, 833,671

statenents.



Aut omatic Data Processing, Inc. and Subsidiaries

Consol i dated Statenents of Cash Fl ows

(I'n thousands)
(Unaudi t ed)

Cash Fl ows From Operating Activities:

Net earni ngs

Adj ustnments to reconcile net earnings to net
cash flows provided by operating activities:

Expenses not requiring outlay of cash
Changes in operating net assets
Net cash flows provided by operating activities

Cash Fl ows From I nvesting Activities:

Purchases of marketabl e securities

Proceeds from sale of marketable securities

Net proceeds fromclient fund noney market
securities

Net change in client funds obligations

Capital expenditures

Additions to intangibles

Acqui sitions of businesses, net of cash acquired
O her

Net cash flows (used in) provided by investing
activities

Cash Fl ows From Fi nancing Activities:

Proceeds from short-term borrow ngs

Paynent s of debt

Proceeds from stock purchase plan and exerci ses
of stock options

Repur chases of common stock

Di vi dends pai d

Net cash flows used in financing activities
Net change in cash and cash equival ents

Cash and cash equi val ents, begi nning of period

Cash and cash equival ents, end of period

See notes to the consolidated financi al

Form 10Q

Three Mont hs Ended
Sept enber 30,

statenents.

2003 2002
194,850 $ 210, 400
178, 819 118, 258

(209, 349) (91, 870)
164, 320 236, 788

(1, 440, 879) (706, 635)

910, 078 859, 066

1,315,541 2,407, 318
(855, 846) (2, 286, 144)
(37, 731) (27, 208)
(20, 047) (31, 333)
(645) (29, 026)

3, 902 727
(125, 627) 186, 765
109 399

(441) (396)

38, 772 33, 093
(64, 332) (640, 318)
(71, 308) (69, 362)
(97, 200) (676, 584)
(58, 507) (253, 031)
1,410, 218 798, 810
$1.351,711 $ 545, 779




Form 10Q
Automatic Data Processing, Inc. and Subsidiaries
Notes to the Consolidated Financial Statements
(Unl ess otherwi se noted, anpunts in thousands, except per share anopunts)
(Unaudi t ed)

Note 1. Basis of Presentation

The acconpanyi ng unaudited Consolidated Financial Statements reflect all adjustnents

whi ch, in the opinion of managenent, are necessary for a fair presentation of the results
for the interimperiods. Adjustnments are of a normal recurring nature. Certain

recl assifications have been nade to the prior period ampunts to conformto the current
peri od presentation. These unaudited Consolidated Financial Statements should be read in
conjunction with the Consolidated Financial Statements and related notes of Automatic
Data Processing, Inc. and Subsidiaries (ADP or the Conmpany) as of and for the year ended
June 30, 2003. The results of operations for the three nonths ended Septenber 30, 2003
may not be indicative of the results to be expected for the year ending June 30, 2004.

Note 2. Adoption of New Accounting Pronouncenents

In March 2003, the Energing |ssues Task Force (EITF) published Issue No. 00-21 “Accounti ng
for Revenue Arrangenents with Miultiple Deliverables” (EITF 00-21). EITF 00-21 addresses
certain aspects of the accounting by a vendor for arrangements under which it perforns

mul tiple revenue-generating activities and how to deterni ne whether such an arrangenent

i nvol ving nmultiple deliverables contains nore than one unit of accounting for purposes of
revenue recognition. The guidance in this Issue is effective for revenue arrangenents
entered in fiscal periods beginning after June 15, 2003. Accordingly, the Conpany has
adopted EITF 00-21 effective July 1, 2003. EITF 00-21 does not have a material inmpact on
t he Consolidated Financial Statenents.

Note 3. Earnings Per Share (EPS)

For the three nonths ended Septenber 30,

2003 2002

Net Aver age Net Aver age

Earni ngs Shares EPS Earni ngs Shares EPS
Basi c $194,850 594,843 $0.33 $210, 400 606,814 $0.35
Ef fect of zero coupon
subor di nat ed notes 327 1, 606 313 1, 797
Ef fect of stock
options - 4, 400 - 3, 906
Diluted $195,177 600,849 $0.32 $210, 713 612,517 $0.34

Note 4. Fair Value Accounting for Stock-Based Conpensation

The Conpany accounts for its stock option and enpl oyee stock purchase plans under the
recogni ti on and neasurenent principles of Accounting Principles Board Opi nion No. 25,
“Accounting for Stock |Issued to Enployees,” and related Interpretations, as permtted by

St atement of Financial Accounting Standards (SFAS) No. 123 “Accounting for Stock-Based
Conpensation” (SFAS No. 123). No stock-based enpl oyee conpensati on expense related to the
Conpany’s stock option and stock purchase plans is reflected in net earnings, as all options
granted under the stock option plans had an exercise price equal to the nmarket value of the
under | yi ng conmon stock on the date of grant, and for the stock purchase plans the di scount
does not exceed fifteen percent.
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The following table illustrates the effect on net earnings and earnings per share if the
Conpany had applied the fair value recognition provisions of SFAS No. 123 to stock-based
enpl oyee conpensati on.

Three Mont hs Ended
Sept enber 30,

2003 2002

Net earnings, as reported $194, 850 $210, 400
Deduct: Total stock-based enpl oyee

conpensati on expense determ ned

using the fair val ue based net hod

for all awards, net of related

tax effects (27,084) (34, 190)
Pro forma net earnings $167, 766 $176, 210
Ear ni ngs per share:

Basic — as reported $0. 33 $0. 35

Basic — pro forma $0. 28 $0. 29

Diluted — as reported $0. 32 $0. 34

Diluted — pro forma $0. 28 $0. 29

Not e 5. O her | ncone, net

Three Mont hs Ended
Sept enber 30,

2003 2002

| nterest inconme on corporate

f unds $(22,100) $(39, 704)
| nt erest expense 4, 651 7,976
Real i zed gai ns on avail abl e-

for-sale securities (3, 260) (6,903
Real i zed | osses on avail abl e-

for-sale securities 2,117 913
O her incone, net $(18, 592) $(37,718)
Proceeds fromthe sale of available-for-sale securities were $0.9 billion for

the three nonths ended Septenber 30, 2003 and 2002.

Not e 6. Conpr ehensi ve | ncone
Three Mnt hs Ended
Sept enber 30,
2003 2002
Net earni ngs $194, 850 $210, 400

O her conprehensive incone:

Foreign currency transl ation

adj ust nment s (63, 658) 8, 950
Unrealized gains(losses) on

avai |l abl e-for-sal e securities,

net (47,042) 101, 705
Total conprehensive incone $ 84,150 $321, 055
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Note 7. InterimFinancial Data by Segnent

Enpl oyer Services, Brokerage Services and Deal er Services are the Conpany's | argest business
units. ADP evaluates the perfornmance of its business units based on operating results before
interest on corporate funds, foreign currency gains and | osses and i ncome taxes. Certain
revenues and expenses are charged to business units at a standard rate for managenent and

notivational reasons. Oher costs are recorded based on nmanagenent responsibility. Pri or
year’'s business unit revenues and earni ngs before incone taxes have been adjusted to reflect
updated fiscal year 2004 budgeted foreign exchange rates. |In addition, Enployer Services’

prior year’'s revenues and earnings before income taxes were adjusted to include interest
earned on client funds credited at 4.5% Prior to fiscal year 2004, Enployer Services was
credited with interest earned on client funds at 6.0% G ven the decline in interest rates
over recent years, the standard rate has been changed to 4.5% “Other” consists primarily of
Clains Services, mscellaneous processing services and corporate. Reconciling itens for
revenues and earni ngs before income taxes include foreign exchange differences between the
actual foreign exchange rates and the fiscal year 2004 budgeted forei gn exchange rates, and
the adjustment for the difference between actual interest income earned on invested funds
held for clients and interest credited to Enpl oyer Services at a standard rate of 4.5% The
busi ness unit results also include an internal cost of capital charge related to the funding
of acquisitions and other investments. This charge is elinmnated in consolidation and as
such represents a reconciling itemto earnings before inconme taxes.

Segnent Results (In mllions):
Revenues
Three Mont hs Ended
Sept enmber 30,

2003 2002
Enpl oyer Services $1, 110 $1, 008
Br oker age Servi ces 313 358
Deal er Servi ces 211 195
O her 110 116
Reconciling itens:
For ei gn exchange (3) (32)
Client fund interest (21) 2
Total revenues $1, 720 $1, 647
Ear ni ngs Before
| ncone Taxes
Three Mnt hs Ended
Sept enmber 30,
2003 2002
Enpl oyer Services $ 206 $ 213
Br oker age Servi ces 20 56
Deal er Servi ces 32 30
O her 41 15
Reconciling itens:
For ei gn exchange - (4)
Client fund interest (21) 2
Cost of capital
char ge 33 28
Total earnings before
i nconme taxes $ 311 $ 340



Note 8. Corporate Investnents and Funds Hel d for

Sept enber 30, 2003

Cients
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June 30, 2003

Cost Fai r Val ue Cost Fai r Val ue
Money nmar ket securities
and ot her cash
equi val ent s:
Corporate investnents $ 1,351,711 $ 1,351,711 $ 1,410,218 $ 1,410, 218
Funds held for clients 1,684,416 1,684,416 2, 865, 957 2, 865, 957
Total noney mar ket
securities and ot her
cash equival ents 3,036, 127 3,036, 127 4,276,175 4,276,175
Avai | abl e-for-sal e
securities:
Corporate investnents 959, 616 965, 459 917, 026 934, 125
Funds held for clients 8, 908, 653 9,201, 191 8, 582, 958 8,941, 792
Total available-for-sale
securities 9, 868, 269 10, 166, 650 9, 499, 984 9,875,917
Total corporate investnents
and funds held for
clients $12,904,396 $13,202, 777 $13, 776, 159 $14,152, 092
Al'l of the Conpany’ s marketable securities are considered to be “avail abl e-

for-sale” at Septenber 30, 2003 and June 30, 2003 and, accordingly, are
carried on the Consolidated Bal ance Sheets at fair val ue.

Note 9. Goodw ||

Changes in goodw I |

and | ntangi bl e Assets,

net

for the three nonths ended Septenber 30, 2003 are as

foll ows:
Enpl oyer Br oker age Deal er
Servi ces Servi ces Servi ces O her Tot al
Bal ance as of
June 30, 2003 $1, 287, 128 $366, 775 $215, 134 $112, 094 $1, 981, 131
Addi ti ons 823 400 - 1, 223
Sal e of business (1, 315) - - (1, 315)
Curmul ati ve
transl ati on
adj ust ment s (21, 020) (2,219) (278) (3,376) (26, 893)
O her (5,198) (6, 455) - - (11, 653)
Bal ance as of
Sept enber 30, 2003 31,260,418 $358, 501 $214,856 $108,718 $1,942, 493




. . Form 10Q
Conmponents of intangi ble assets are as foll ows:

Sept enber 30, June 30,
2003 2003

| nt angi bl e assets:
Software |icenses $ 588,876 $ 575, 440
Custoner contracts and lists 525, 069 538, 673
O her 411, 931 415, 986

1, 525, 876 1, 530, 099
Less accunul ated anorti zation (877, 422) (860, 208)
| nt angi bl e assets, net $ 648,454 $ 669,891

O her intangible assets consist primarily of purchased rights, covenants, patents and
trademarks (acquired directly or through acquisitions). All of the intangible assets have
finite lives and as such are subject to anortization. The weighted-average remaining usefu
life of the intangible assets is 11 years (2 years for software licenses, 14 years for
customer contracts and lists and 14 years for other). Anortization of intangibles totaled
$34.3 million and $27.3 nillion for the three nonths ended Septenber 30, 2003 and 2002,
respectively. Estimated anortization expenses of the Conmpany’s existing intangible assets
over the remaining nine nonths of fiscal year 2004 and the succeeding five fiscal years is
as follows:

Amount_

2004 $ 97,064

2005 107, 252

2006 67, 601

2007 56, 936

2008 53, 514

2009 39, 418
Note 10. Short-term Fi nancing
I n Septenmber 2003, the Conpany entered into a new $4.5 billion, unsecured revolving credit
agreement with certain financial institutions, replacing an existing $4.0 billion credit

agreement. The interest rate applicable to the borrowings is tied to LIBOR or prine rate
dependi ng on the notification provided to the syndicated financial institutions prior to
borrowi ng. The Conpany is also required to pay a facility fee on the credit agreement. The
primary uses of the credit facility are to provide liquidity to the unsecured comercia
paper program and to fund normal business operations, if necessary. The Conpany has had no
borrowi ngs through Septenber 30, 2003 under the credit agreenents. The new $4.5 billion
credit agreenent expires in Septenber 2004.

In April 2002, the Conpany initiated a short-term comrerci al paper program providing for the
i ssuance of up to $4.0 billion in aggregate maturity value of conmercial paper at the
Conpany’s di scretion. The Conpany’s conmmerci al paper programis rated A-1+ by Standard and
Poor’s and Prime 1 by Mody's. These ratings denote the highest quality investnment grade
securities. Maturities of comercial paper can range from overnight to 270 days. The
Conpany uses the comerci al paper issuances as a primary instrument to nmeet short-term
funding requirements related to client funds obligations. At Septenmber 30, 2003 and 2002,
there was no commerci al paper outstanding. For the three nonths ended Septenber 30, 2003 and
2002, the Company had average borrowi ngs of $1.1 billion and $1.3 billion, respectively, at
an effective weighted average interest rate of 1.0% and 1.8% respectively. The weighted
average maturity of the Company’s commercial paper during the three nonths ended Septenber
30, 2003 was | ess than two days.

The Conpany’s short-term financing is sonetinmes obtained on a secured basis through the use
of repurchase agreenments, which are collateralized principally by governnent and gover nment
agency securities. These agreements generally have terns ranging fromovernight to up to
ten days. At Septenber 30, 2003 and 2002, there were no outstanding repurchase agreenents.
For the three nonths ended Septenber 30, 2003 and 2002, the Conpany had an average

out st andi ng bal ance of $7.2 million and $8.3 nmillion, respectively, at an average interest
rate of 2.5% and 2.8% respectively.
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Note 11. Commitnments and Contingencies

It is not the Conpany’'s practice to enter into off-bal ance sheet arrangenents. However, in
the normal course of business, the Conpany does enter into contracts in which it makes
representations and warranties that guarantee the performance of the Conpany’s products and
services as well as other indemifications entered into in the normal course of business.

Hi storically, there have been no material |osses related to such guarantees and

i ndemmi fi cati ons.

Item 2. Managenent's Discussion And Analysis O Financial Condition And Results O Operations

CRI TI CAL_ACCOUNTI NG PCOLI CI ES

Qur Consolidated Financial Statements and acconpanyi ng notes have been prepared in
accordance with accounting principles generally accepted in the United States of Anerica.
The preparation of these financial statenents requires managenent to nake esti nmates,
judgments and assunptions that affect reported anmounts of assets, liabilities, revenues and
expenses. W continually evaluate the accounting policies and estimates used to prepare the
consol i dated financial statenents. The estimates are based on historical experience and
assunptions believed to be reasonabl e under current facts and circunstances. Actual anopunts
and results could differ fromthese estimates nade by nmanagement. Certain accounting
policies that require significant nanagenment estimtes and are deemed critical to our
results of operations or financial position are discussed bel ow

Revenue Recognition. Qur revenues are primarily attributable to fees for providing services
(e.g., Enployer Services’ payroll processing fees and Brokerage Services' trade processing
fees) as well as investnment incone on payroll funds, tax filing funds and ot her Enpl oyer
Services client-related funds. W typically enter into agreements for a fixed fee per
transaction (e.g., number of payees). Fees associated with services are recognized in the
peri od services are rendered and earned under service arrangenments with clients where
service fees are fixed or determinable and collectibility is reasonably assured. Interest

i ncome on collected but not yet remitted funds held for clients is recognized in revenues as
ear ned.

We al so recogni ze revenues associated with the sale of software systenms and associ ated
software licenses. For a majority of our software sales arrangenents, which provide
hardware, software |icenses, installation and post customer support, revenues are recognized
ratably over the software license termas objective evidence of the fair values of the

i ndi vidual elenments in the sales arrangenent does not exist.

The majority of our revenues are generated froma fee for service nodel (e.g., fixed-fee per
transaction processed) in which revenue is recogni zed when the related servi ces have been
rendered under witten price quotations or service agreenents having stipulated terns and
conditions which do not require managenent to nake any significant judgments or assunptions
regardi ng any potential uncertainties.

Goodwi I I . We review the carrying value of all our goodwill in accordance with Statenment of
Fi nanci al Accounting Standard (SFAS) No. 142, “Goodwi ||l and O her |ntangible Assets,” by
conparing the carrying value of our reporting units to their fair values. W are required
to performthis conparison at |east annually or nore frequently if circunstances indicate
possi bl e inpairnent. When deternmining fair value, we utilize various assunptions, including
projections of future cash flows, our weighted average cost of capital and |ong-term growth
rates for our business. Any significant adverse changes in key assunptions about our

busi nesses and their prospects or an adverse change in market conditions may cause a change
in the estimation of fair value and could result in an inpairment charge. W have
approximately $1.9 billion of goodw |l as of September 30, 2003. G ven the significance of
our goodwi ||, an adverse change to the fair value could result in an inpairnment charge,

whi ch could be material to our financial statenents.

Income taxes. W account for incone taxes in accordance with SFAS No. 109, “Accounting for

I ncome Taxes,” which establishes financial accounting and reporting standards for the effect
of incone taxes. The objectives of accounting for income taxes are to recogni ze the anopunt
of taxes payable or refundable for the current year and deferred tax liabilities and assets
for the future tax consequences of events that have been recognized in an entity’'s financia
statenments or tax returns. Judgnent is required in addressing the future tax consequences

of events that have been recognized in our financial statements or tax returns (e.g.
realization of deferred tax assets, results of IRS and other tax authorities’ exam nations

of our tax returns). Fluctuations in the actual outcone of these future tax consequences

10
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could materially inpact our financial statenents.

RESULTS OF OPERATI ONS

Anal ysi s of Consolidated Operations
(In mllions, except per share anounts)

Three Mont hs Ended
Sept ember 30,

2003 2002 Change

Total revenues $1, 720  $1, 647 4%
Tot al expenses $1, 409 $1, 307 8%
Ear ni ngs before incone

t axes $ 311 $ 340 (9%
Mar gi n 18. 1% 20. 7%
Provision for incone

t axes $ 116 $ 130 (10%
Effective tax rate 37. 4% 38. 2%
Net earni ngs $ 195 $ 210 (7%
Di | uted earnings per

share $0.32 $ 0.34 (6%
Qur consolidated revenues for the quarter increased 4%to $1.7 billion, primarily due to an
i ncrease in Enployer Services of 10%to $1.1 billion and an increase at Deal er Services of
8%to $211 million. These increases were offset by a decrease in our Brokerage Services
busi ness of 13% or $45 nmillion. Interest on funds held for clients decreased 8% due to

| ower interest yields, despite higher average client bal ances during the period. Qur
revenue growt h continues to be inpacted by the weakness in the overall econony,
consolidation in the financial services industry, decreased investor communications
activity, and |l ower interest rates.

Earni ngs before income taxes for the quarter decreased 9% to $311 million driven by
decreases in Enployer Services and Brokerage Services conpared to the prior year. Enployer
Services’ earnings before incone taxes declined 3% due to previously announced increnental

i nvestments in our products and enployer of choice initiatives as well as the integration of
acqui sitions conpleted during fiscal year 2003. Brokerage Services declined 64% conpared to
prior year due to the declines in revenues in the trade processing business, caused
primarily by industry consolidations, and | ower investor comunications activity,
particularly nutual fund mailings. Also contributing to the decline in consolidated
ear ni ngs before incone taxes was a decrease in other incone of approximately $19 million due
primarily to a decrease in interest income on corporate funds.

For the quarter, the effective income tax rate decreased 0.8%to 37.4% primarily due to a
favorabl e mix in income anong foreign and state tax jurisdictions, including the effect of
the decline in the Canadian rate.

Net earnings for the quarter decreased 7% to $195 million from $210 nillion and the rel ated
di l uted earnings per share decreased 6% to $0.32 per share from $0. 34 per share. The
decrease in net earnings primarily reflects the decrease in earnings before i ncone taxes
slightly offset by a lower effective tax rate. The decrease in diluted earnings per share
refl ects the decrease in net earnings, partially offset by fewer shares outstanding due to
share repurchases throughout fiscal year 2003 which continued into the first quarter of
2004.

11
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Anal ysi s of Busi ness Segnents

Revenues
(In mllions)
Three Mont hs Ended
Sept enmber 30,
2003 2002 Change
Enpl oyer Services $1,110  $1, 008 10%
Br oker age Servi ces 313 358 (13%
Deal er Servi ces 211 195 8%
O her 110 116 (5%
Reconciling itens:
For ei gn exchange (3) (32)
Client fund interest (21) 2
Total revenues $1, 720 $1, 647 4%
Ear ni ngs Before |Incone Taxes
(In mllions)
Three Mont hs Ended
Sept enmber 30,
2003 2002 Change
Enpl oyer Services $206 $213 (3%
Br oker age Servi ces 20 56 (64%
Deal er Servi ces 32 30 9%
O her 41 15 173%
Reconciling itens:
For ei gn exchange - (4)
Client fund interest (21) 2
Cost of capital charge 33 28
Total earnings before
i ncone taxes $311 $340 (9%
Revenues in our Enployer Services business increased 10% for the quarter to $1.1 billion as
conpared to the prior year. Internal revenue growh was approximtely 5% Despite the

continued inpact of the weak economy, Enployer Services continues to grow primarily due to
increases in our traditional U.S. payroll and tax businesses of approximtely 8% and strong
growm h of approximately 19% in our beyond payroll products, including our Professiona

Enpl oyer Organi zation business. Client retention continues to be strong, inproving slightly
over |l ast year’s record levels. New business sales declined 4% and pays per control, which
represents the number of enployees on our clients’ payrolls, decreased | ess than .5%
conpared to | ast year. Earnings before incone taxes in Enployer Services decreased 3% for
the quarter due primarily to our previously announced incremental investments in our
products and enpl oyee retention initiatives, and the integration of acquisitions conpleted
duri ng 2003.

Br okerage Services revenues declined 13% for the quarter due to industry consolidations,

whi ch i npacted trades per day, and reduced di scretionary spendi ng and investor

conmuni cations activity. Trade processing revenues are down due to a 13% decline in average
trades per day from1.43 mllion to 1.25 million. Revenues per trade al so declined due to
the change in the mix of retail vs. institutional trades and industry consolidation

Revenues from investor comuni cations are down due to the decline in pieces delivered from
155 million to 145 million. The decline in pieces is primarily due to delayed nutual fund
neetings and fewer interimconmunications. Earnings before incone taxes declined 64%in the
quarter primarily due to the decline in revenues, particularly in trade processing and

mut ual fund mailings.
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Deal er Services’ revenues increased 8% in the quarter conpared to the prior year. Gowth
has been generated by strong client retention and increased revenues in the traditional core
busi ness from strong system sales as well as from new busi nesses, primarily Application
Services Provider (ASP) managed services, Networking, and Customer Rel ationship Managenent.
Earni ngs before incone taxes for the quarter grew by 9% conpared to the prior year due
primarily to the increase in revenues.

The prior year’'s business unit revenues and earnings before incone taxes have been adjusted
to reflect updated fiscal year 2004 budgeted forei gn exchange rates. In addition, Enployer
Services' prior year’'s revenues and earni ngs before incone taxes were adjusted to include
interest earned on client funds credited at 4.5% Prior to fiscal year 2004, Enployer
Services was credited with interest earned on client funds at 6.0% G ven the decline in
interest rates over recent years, the standard rate has been changed to 4.5% “Cther”
consists primarily of C ainms Services, miscellaneous processing services and corporate.

Reconciling itens for revenues and earnings before inconme taxes include forei gn exchange

di fferences between the actual and the fiscal year 2004 budgeted foreign exchange rates, and
the adjustment for the difference between actual interest income earned on invested funds
held for clients and interest credited to Enpl oyer Services at a standard rate of 4.5%

The business unit results also include a cost of capital charge related to the fundi ng of
acqui sitions and other investnments. This charge is elimnated in consolidation and as such
represents a reconciling itemto earnings before income taxes.

FI NANCI AL CONDI TI ON

Qur financial condition and bal ance sheet remain strong. At Septenber 30, 2003, we had cash

and marketabl e securities of $2.3 billion. Shareholders’ equity was approxi mately $5.3
billion and the ratio of long-termdebt to equity was approximately 1.6%
Capital expenditures for fiscal year 2004 are expected to be approximately $175 nmillion

conpared to $134 nmillion in fiscal year 2003.

LI QUI DI TY AND CAPI TAL RESOURCES

The primary source of our liquidity is our net earnings of $195 nillion for the quarter
Cash flows generated from operations of $164 nmillion for the three nonths ended Septenber
30, 2003 were down from $237 nmillion in the prior year, due primarily to a decrease in

wor ki ng capital caused by the tinming of certain cash activity.

Cash flows used in investing activities totaled $126 nillion for the three nonths ended

Sept enber 30, 2003 and cash flows provided by investing activities totaled $187 mllion for
the three nonths ended Septenber 30, 2002. The fluctuation between periods is primarily due
to the tinm ng of purchases and proceeds from sale of nmarketable securities, net proceeds
fromclient fund noney market securities and the net change in client funds obligations.

Cash flows used in financing activities totaled $97 nmillion for the three nonths ended
Sept enber 30, 2003 conpared to $677 million in the prior year. The decrease in cash used in
financing is primarily due to | ower repurchases of common stock of approximately $576

mllion. W purchased approximately 1.7 mllion shares of common stock at an average price
per share of approximtely $39 during the period. As of Septenber 30, 2003, we have
remai ni ng Board of Directors authorization to purchase up to 41.8 nmillion additional shares.

During the three nmonths ended Septenber 30, 2003, approximtely twenty percent of our

overall investment portfolio was invested in cash and cash equival ents, which are inpacted
al nost i medi ately by changes in short-terminterest rates. The other eighty percent of our

i nvestment portfolio was invested in fixed-incone securities, with varying maturities of

| ess than ten years, which are also subject to interest rate risk, including reinvestnent
risk. We have historically had the ability to hold npst of these investments until maturity
and therefore, fluctuations in interest rates have not had an adverse inmpact on income or
cash fl ows.
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Detail s regardi ng our comnbi ned corporate investnents and funds held for clients portfolios
are as follows:

Thr ee Mont hs Ended

(In mllions) Sept enber 30,
2003 2002
Aver age investnent bal ances
at cost:
Cor por at e i nvest nents $ 3,307.2 $ 3,807.9
Funds held for clients 9,252.8 7,628. 7
Tot al $12,560.0 $11,436.6

Average interest rates earned
excl usive of realized gains/
(l osses) on corporate investnents

and funds held for clients (pre-tax) 3.4% 4. 5%
Real i zed gai ns on avail abl e-

for-sale securities $ 3.2 % 6.9
Real i zed | osses on avail abl e-

for-sale securities (2.1) (0.9
Net realized gains $ 1.1 $ 6.0

Sept enber 30, June 30,
2003 2003

Unreal i zed pre-tax gains on

avai | abl e-for-sale securities $ 298. 4 $ 375.9
Total avail able-for-sale securities $10, 166. 7 $ 9,875.9

The earnings inpact of future interest rate changes is based on many factors, which

i nfluence the return on our portfolio. These factors include, anong others, the overal
portfolio m x between short-termand |l ong-terminvestnments. This m x varies during the year
and is inpacted by daily interest rate changes. A hypothetical change in interest rates of
25 basis points applied to estimated average investnent bal ances for fiscal year 2004 woul d
result in approximately an $11.0 million inpact to earnings before incone taxes over the
twel ve-nmont h peri od.

I n Septenmber 2003, we entered into a new $4.5 billion unsecured revol ving credit agreement
with certain financial institutions, replacing an existing $4.0 billion credit agreenent.
The interest rate applicable to the borrowings is tied to LIBOR or prinme rate dependi ng on
the notification provided to the syndicated financial institutions prior to borrowing. W
are also required to pay a facility fee on the credit agreenent. The prinmary uses of the
credit facility are to provide liquidity to the unsecured commerci al paper programand to
fund normal business operations, if necessary. There have been no borrow ngs through

Sept ember 30, 2003 under the credit agreenents. The new $4.5 billion credit agreenent
expires in Septenmber 2004.

In April 2002, we initiated a short-term commerci al paper program providing for the issuance
of up to $4.0 billion in aggregate maturity value of conmercial paper at our discretion. Cur
conmer ci al paper programis rated A-1+ by Standard and Poor’s and Prime 1 by Mody's. These
rati ngs denote the highest quality investment grade securities. Mturities of conmmercia
paper can range from overnight to 270 days. W use the comrerci al paper issuances as a
primary instrument to nmeet short-termfunding requirements related to client funds
obligations. At Septenber 30, 2003 and 2002, there was no commerci al paper outstanding. For
the three nonths ended Septenber 30, 2003 and 2002, the Conpany had average borrow ngs of
$1.1 billion and $1.3 billion, respectively, at an effective weighted average interest rate
of 1.0% and 1.8% respectively. The weighted average maturity of the Conpany’s comercia
paper during the three nonths ended Septenmber 30, 2003 was |ess than two days.

14



Form 10Q

Qur short-term financing is sonetinmes obtained on a secured basis through the use of
repurchase agreenments, which are collateralized principally by government and gover nnment
agency securities. These agreements generally have ternms ranging fromovernight to up to
ten days. At Septenber 30, 2003 and 2002, there were no outstanding repurchase agreenents.
For the three nonths ended Septenber 30, 2003 we had an average outstandi ng bal ance of $7.2
mllion and $8.3 million, respectively, at an average interest rate of 2.5%and 2.8%
respectively.

OTHER MATTERS

This report and other written or oral statenents nmade fromtine to tine by ADP nmay contain
“f orwar d- | ooki ng statements” within the nmeaning of the Private Securities Litigation Reform
Act of 1995. Statenments that are not historical in nature and which may be identified by
the use of words |ike “expects,” “projects,” “anti ci pates,” “esti mates,” “we believe,” “could be”
and other words of sinmilar meaning, are forward-1looking statenments. These statenents are
based on managenent’s expectations and assunptions and are subject to risks and
uncertainties that may cause actual results to differ materially fromthose expressed.
Factors that could cause actual results to differ materially fromthose contenpl ated by the
forward-1ooking statements include: ADP's success in obtaining, retaining and selling
additional services to clients; the pricing of products and services; changes in | aws
regul ati ng payroll taxes, professional enployer organizations and enpl oyee benefits; overal
mar ket and economic conditions, including interest rate and foreign currency trends;
conpetitive conditions; stock market activity; auto sales and related i ndustry changes;

enmpl oyment and wage | evels; changes in technol ogy; availability of skilled technica

associ ates and the inpact of new acquisitions and divestitures. ADP disclains any
obligation to update any forward-|ooking statenents, whether as a result of new information,
future events or otherw se

Iltem4. Controls and Procedures

The Conpany carried out an eval uation, under the supervision and with the participation of

t he Conpany's nanagenent, including the Conpany's Chief Executive Oficer and Chief

Financial Oficer, of the effectiveness of the Conpany's disclosure controls and procedures,
as defined in Rules 13a-15(e) and 15d-15(e) of the Securities and Exchange Act of 1934.
Based on that evaluation, the Chief Executive Oficer and Chief Financial Oficer have

concl uded that the Conpany's disclosure controls and procedures as of Septenber 30, 2003
were effective to ensure that information required to be disclosed by the Conpany in reports
that it files or submits under the Securities Exchange Act of 1934 is recorded, processed,
summari zed and reported within the tine periods specified in Securities and Exchange

Commi ssion's rules and forns.

There were no changes in the Conpany's internal control over financial reporting that
occurred during the quarter ended Septenmber 30, 2003 that have materially affected, or are
reasonably likely to materially affect, the Conpany's internal control over financia
reporting.
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PART 11. OTHER | NFORMATI ON

Except as noted below, all other itens are either inapplicable or would result in negative
responses and, therefore, have been onitted.

Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits

Exhi bit Nunber Exhi bi t

31.1 Certification by Arthur F. Winbach pursuant to Rule 13a-14(a) of
the Securities Exchange Act of 1934

31.2 Certification by Karen E. Dykstra pursuant to Rule 13a-14(a) of the
Securities Exchange Act of 1934

32.1 Certification by Arthur F. Weinbach pursuant to 18 U. S.C. Section
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxl ey Act
of 2002

32.2 Certification by Karen E. Dykstra pursuant to 18 U.S.C. Section
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxl ey Act
of 2002

(b) Reports on Form 8-K during the fiscal quarter ended Septenber 30, 2003.

None.

SI GNATURES

Pursuant to the requirenents of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

AUTOMATI C DATA PROCESSI NG, | NC
(Regi strant)

Dat e: Novenber 5, 2003 /s/ Karen E. Dykstra
Karen E. Dykstra

Chi ef Financial Oficer
(Title)
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EXH BIT 31.1

Certification Pursuant to Rule 13a-14(a) of the Securities Exchange Act of 1934
I, Arthur F. Weinbach, certify that:

1. | have reviewed this quarterly report on Form 10-Q of Automatic Data Processing, |nc.

2. Based on ny know edge, this report does not contain any untrue statenent of a materia
fact or onit to state a material fact necessary to nake the statenments made, in light of the
ci rcunmst ances under which such statenents were made, not nisleading with respect to the

peri od covered by this report;

3. Based on ny know edge, the financial statenments, and other financial information included
inthis report, fairly present in all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the periods presented in this
report;

4. The registrant's other certifying officer(s) and | are responsible for establishing and
mai nt ai ni ng di scl osure controls and procedures (as defined in Exchange Act Rul es 13a-15(e)
and 15d-15(e)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure
controls and procedures to be designed under our supervision, to ensure that nmateria
information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in
which this report is being prepared,

b) Evaluated the effectiveness of the registrant's disclosure controls and procedures
and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on
such eval uation; and

c) Disclosed in this report any change in the registrant’s internal control over
financial reporting that occurred during the registrant’s nost recent fiscal quarter
(the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant's other certifying officer(s) and | have di scl osed, based on our npst
recent evaluation of internal control over financial reporting, to the registrant's auditors
and the audit committee of the registrant's board of directors (or persons performing the
equi val ent functions):

a) Al significant deficiencies and material weaknesses in the design or operation of
internal control over financial reporting which are reasonably likely to adversely
affect the registrant's ability to record, process, sunmarize and report financia

i nformation; and

b) Any fraud, whether or not material, that involves managenent or other enpl oyees who
have a significant role in the registrant's internal control over financial reporting.
Dat e: Novenber 5, 2003
/sl Arthur F. Weinbach

Arthur F. Wi nbach
Chai rman and Chi ef Executive Oficer
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EXH BI T 31.2

Certification Pursuant to Rule 13a-14(a) of the Securities Exchange Act of 1934
I, Karen E. Dykstra, certify that:

1. | have reviewed this quarterly report on Form 10-Q of Automatic Data Processing, |nc.
2. Based on ny know edge, this report does not contain any untrue statenent of a materia
fact or onit to state a material fact necessary to nake the statenments made, in light of the
ci rcunmst ances under which such statenents were made, not nisleading with respect to the

peri od covered by this report;

3. Based on ny know edge, the financial statenments, and other financial information included
inthis report, fairly present in all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the periods presented in this
report;

4. The registrant's other certifying officer(s) and | are responsible for establishing and
mai nt ai ni ng di scl osure controls and procedures (as defined in Exchange Act Rul es 13a-15(e)
and 15d-15(e)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure
controls and procedures to be designed under our supervision, to ensure that nmateria
information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in
which this report is being prepared,

b) Evaluated the effectiveness of the registrant's disclosure controls and procedures
and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on
such eval uation; and

c) Disclosed in this report any change in the registrant’s internal control over
financial reporting that occurred during the registrant’s nost recent fiscal quarter
(the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant's other certifying officer(s) and | have di scl osed, based on our npst
recent evaluation of internal control over financial reporting, to the registrant's auditors
and the audit committee of the registrant's board of directors (or persons performing the
equi val ent functions):

a) Al significant deficiencies and material weaknesses in the design or operation of
internal control over financial reporting which are reasonably likely to adversely
affect the registrant's ability to record, process, sunmarize and report financia

i nformation; and

b) Any fraud, whether or not material, that involves managenent or other enpl oyees who
have a significant role in the registrant's internal control over financial reporting.
Dat e: Novenber 5, 2003
/s/ Karen E. Dykstra

Karen E. Dykstra
Chi ef Financial Oficer
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EXH BIT 32.1

CERTI FI CATI ON OF CHI EF EXECUTI VE OFFI CER
CERTI FI CATI ON PURSUANT TO
18 U.S. C. SECTI ON 1350,
AS ADOPTED PURSUANT TO

SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002

In connection with the Quarterly Report of Automatic Data Processing, Inc. (the
“Conpany”) on Form 10-Q for the fiscal quarter ending September 30, 2003 as filed with the
Securities and Exchange Comm ssion on the date hereof (the “Report”, |, Arthur F. Weinbach

Chai rman and Chi ef Executive O ficer of the Conpany, certify, pursuant to 18 U S.C. § 1350,
as adopted pursuant to 8§ 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully conmplies with the requirenents of section 13(a) or
15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in al

material respects, the financial condition and result of operations of the
Conpany.

/'s/ Arthur F. Weinbach

Arthur F. Wi nbach

Chai rman and Chi ef Executive Oficer
November 5, 2003

19



Form 10Q
EXH BI T 32.2

CERTI FI CATI ON OF CHI EF FI NANCI AL OFFI CER
CERTI FI CATI ON PURSUANT TO
18 U.S. C. SECTI ON 1350,
AS ADOPTED PURSUANT TO

SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002

In connection with the Quarterly Report of Automatic Data Processing, Inc. (the
“Conpany”) on Form 10-Q for the fiscal quarter ending September 30, 2003 as filed with the
Securities and Exchange Comm ssion on the date hereof (the “Report”), |, Karen E. Dykstra,

Chi ef Financial O ficer of the Conpany, certify, pursuant to 18 U S.C. § 1350, as adopted
pursuant to 8 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully conmplies with the requirenents of section 13(a) or
15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents,
materi al respects, the financia
Conpany.

in all
condition and result of operations of the

/s/ Karen E. Dykstra
Karen E. Dykstra

Chi ef Financial Oficer
Noverber 5, 2003
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